
CHAPTER VII 

FORMATION OF A COMPANY 

 There are different stages involving in the formation of a Joint Stock Company. They are : Promotion, 

Incorporation, Subscription of capital and Commencement of business. 

I. PROMOTION: It is the first stage in the formation of a company. Promotion simply means the sum total of all 

activities which are necessary for bringing the company in to existence. 

Promoter: Promoter is a person who takes initiative to form a new company. He takes all preliminary work for 

starting a new company. A promoter can be a person, a firm, an association or even a company. 

Functions of Promoters:  

i. Identification of business opportunity: It is the promoter who conceives the idea of setting up a business. 

ii. Feasibility studies: Promoters undertakes detailed investigation of the profitability and future prospects of 

the growth of the proposed activity. Therefore, he undertakes detailed feasibility studies such as technical 

feasibility, financial feasibility, economic feasibility.... 

iii. Name approval: The promoters have to select a name for the company and submit an application to the 

registrar of companies of the state in which the registered office of the company is to be situated, for its 

approval. Three names, in order of their priority are given in the application to the Registrar of Companies. 

iv. Preparing preliminary documents: The promoter will have to prepare the necessary documents which are 

compulsory for the registration of a company, such as Memorandum of Association, Articles of Association, 

Prospectus/ Statement in lieu of prospectus, list of directors, a written consent of directors, a statement of 

authorized capital, a statutory declaration etc… 

v. Fixing up signatories to the Memorandum of Association:  Promoters have to decide about the members 

who will be signing the Memorandum of Association of the proposed company.  

vi. Appointment of Professionals: Certain professionals such as bankers, auditors, underwriters ......are 

appointed by the promoters. 

Legal Status of a Promoter: In the eyes of law, he is neither an agent nor a trustee of the company. He stands in 

fiduciary ( a person who talk on behalf of  company) relationship with the company. 

II. INCORPORATIN OF A COMPANY: A company is said to be incorporated when it is registered 

with the Registrar of Joint Stock Companies. For this promoters make an application for the 

incorporation of the company. The application for registration must be accompanies with 

certain documents such as: 

 Memorandum of Association. 
 Articles of Association 
 Statement of Authorised Capital  
 A list of directors 
 The written consent of directors 
 Notice of address of the registered office 
 A statutory declaration 
 Documentary evidence of payment of registration fees.... 

Then the Registrar will scrutinize the documents and the statutory declaration he will grant 

registration to the company by entering the name of the company in the register concerned and give a 

CIN (Corporate Identity Number).  After registration, the Registrar of Companies will issue a certificate 

of incorporation. It is called the birth certificate of the company. The Certificate of Incorporation once 

issued, is a conclusive evidence of the existence of the company.  

On the issue of Certificate of Incorporation, a private company can immediately commence its 

business, but a public company has to undergo two more stages in its formation. 

 



III. CAPITAL SUBSCRIPTION:  

A public company can raise the required funds from the public by means of issue of shares and 

debentures. For this they want to issue a prospectus and follow various other formalities.  They are: 

a. Obtain approval from SEBI (Securities and Exchange Board of India). 

b. Filing a copy of prospectus or statement in lieu of prospectus with the Registrar of Companies. 

c. Appointment of Bankers, Brokers and Underwriters (they undertake to buy the shares if these are 

not subscribed by the public). 

d. Ensure minimum subscription (Company must receive applications for a certain minimum number 

of shares before going ahead with the allotment of shares, known as minimum subscription. The limit 

of minimum subscription is 90per cent of the size of the issue.) 

e. An application is made to at least one stock exchange for permission to deal in its securities. 

f. Allotment letters are issued to the successful allotters. 

Return of allotment, signed by a director or secretary is filed with the Registrar of Companies with in 
30 days of allotment. 

 
IV. COMMENCEMENT OF BUSINESS: A private company can start the business immediately after getting 
the certificate of incorporation. But a public company can start business only after getting another 
certificate called certificate of commencement. Therefore a public company can submit the following 
documents for the same: 
 A copy of prospectus or statement in lieu of prospectus. 

 A return of allotment showing the names and addresses of shareholders and the number of shares 

allotted to them. 

 A declaration that the directors have made payment on their qualification shares. 

 A declaration that no money is payable or liable to become payable to the applicants. 

 A declaration that the minimum subscription is received in cash 

  A declaration signed by a director or secretary of the company or an advocate stating that the 

necessary formalities are compiled with. 

The registrar shall examine these documents and if satisfactory, he will issue a ‘Certificate of 

Commencement of Business’. With the grant of this certificate the formation of a public company is 

complete and the company can legally start doing business. 

DOCUMENTS USED IN THE FORMATION OF A COMPANY: 

1. MEMORANDUM OF ASSOCIATION: It is the fundamental document or charter of a company. It defines 

the powers and prescribes the limits within which the company is required to operate. It determines the 

relationship with outside world ie, shareholders, creditors and all those who have dealings with the 

company. It contains different clauses, they are: 

a. Name clause: Under this the name of the company is mentioned, which has already been approved by 

the Registrar of Companies.  

b. Registered office clause: Under this clause, the name of the state in which the registered office of the company 

is situated must be mentioned. The exact address of the registered office must be notified to the Registrar within 

thirty days of the incorporation of the company. 

c. Object clause: It is the most important clause of this document. It sets out the object with which a company is 

formed. A company is not legally entitled to undertake an activity, which is beyond the objects stated in this clause. 

It is further divided into main objects and other objects. 

d. Liability clause: This clause limits the liability of the members to the amount unpaid on the shares owned by 

them. 



e. Capital clause: This clause specifically stated the maximum capital with which the company is to be 

incorporated. The authorized share capital of the proposed company along with its division into the number of 

shares having a fixed face value is specified in this clause. 

f. Subscription clause: This clause contains the name of the signatories to the memorandum of Association and 

also gives their consent to purchase qualification shares. 

Memorandum of Association must be signed by at least seven persons in the case of a public company and two 

persons in the case of a private company. 

2. ARTICLES OF ASSOCIATION:  It lays down the rules and regulations for the management of internal affairs of 

the company. The Articles define the duties, rights and powers of the officers and the Board of Directors. It is 

considered as the bye-law of the company. 

Table A: A public limited company may adopt Table A which is a model set of articles given in the Companies Act. It is 

a document containing rules and regulations for the internal management of a company. If accompany adopts Table 

A, there is no need to prepare separate Articles of Association. 

Memorandum of Association Articles of Association 

1.It defined the objects of the company 1. It contains rules of internal management of the 

company. 

2.Main document(subordinate to Companies Act 

only) 

2.Subsidiary document(subordinate to Memorandum of 

Association and Companies Act) 

3.It defines the relationship of the company with 

outsiders 

3.It defines the relationship of the company and the 

members 

4.Acts beyond the Memorandum of Association are 

invalid 

4. Acts which are beyond the Articles can be ratified by 

the members, if they do not violate the Memorandum. 

5. Its preparation is compulsory  5. It is not compulsory for a public company, Table A can 

be adopted. 

6.Alteration of Memorandum is difficult. 6. It can be easily altered by passing a special resolution 

by the members. 

3. PROSPECTUS: Prospectus is a document issued by public companies inviting the public to subscribe for shares 

or debentures of the company. A prospectus duly dated and signed by all the directors should be filed with the 

Registrar of Companies, before it is issued to the public. 

Statement in Lieu of Prospectus: Sometimes pubic company raise required capital privately. For this it does not 

issue a prospectus but a statement called Statement in Lie of Prospectus must be filed with the Registrar. It contains 

all the same information as is required to be disclosed in a prospectus.  

A private company does not require a prospectus or statement in lieu of prospectus. 

4.Consent of proposed Directors:  A written consent of each person named as a director is required. It is for 

confirming that they agree to act in that capacity and undertake to buy and pay for qualification shares. 

Qualification shares: These are the shares issued to Directors.  Articles have a provision requiring directors to buy a 

certain number of shares to ensure that they have some stake in the proposed company. These are called qualification 

shares. 

5.Agreement: Any agreement made by the company with its directors/managers/managing directors is also 

submitted to the Registrar of Companies at the time of registration. 

6.Statutory declaration: A declaration stating that all the legal requirements are fulfilled for registration. It should 

be signed by an advocate of High Court/Supreme Court/Chartered Accountant/Director/Manager/Secretary of the 

company. 

 

Provisional Contracts: These are contracts which are signed after incorporation but before the commencement of 

business. These become enforceable only after the company gets the Certificate of Commencement of Business. 



 

CHAPTER-VIII 

SOURCES OF BUSINESS FINANCE 

Finance: Finance is the life blood of the business. The requirements of funds by business to carry out its various 

activities are called business finance. The financial needs of a business can be categorized as follows: 

a. Fixed capital requirements: The funds required to purchase fixed assets are known as fixed capital 

requirements. Different business units need varying amount of fixed capital depending on various factors 

such as nature of business, size of business etc. 

b. Working capital requirements: Funds required for the day to day operations of a business is called 

working capital requirements. It is used for holding current assets and meets current expenses. 

Classification of Sources of Funds 

 

On the basis of    On the basis of     On the basis of  
Period    ownership            source of generation 

 
Long term       Medium term  Short term   Owners  Borrowed      Internal source    External source 
                                                                                 Fund        Fund 
Equity shares Loan from bank     Trade credit       Equity-          Debentures      Equity share          FIs 
Retained earnings Public deposit         Factoring       shares.          Loan from banks    Retained-          Loan from banks 
Preference shares Lease financing      Commercial-      Retained-     Public deposits        earning.                             Preference shares 
Debentures                  paper       earnings      Lease financing           Debentures 
Loan from FIs                  Banks               Commercial paper          Public deposits 
Loan from banks                 Leasing 
                  Factoring. 
                  Commercial paper 
                  Trade credit 
 

Period Basis: 
1. Long-term finance; Funds which are required to be invested in the business for a long period (exceeding 5 

years) are known as long term finance or fixed capital.  This is required for procuring fixed assets such as land 

building, plant and machinery etc. 

2. Short-term finance; It refers to funds needed for a period not exceeding one year, to meet day to day expense, 

to finance production and to pay wages and other expenses.  It is also known as working capital or circulating 

capital.  It is invested in current assets. 

3. Medium-term finance; Funds may be required for a period between 1 to 5 years for the purpose of 

modernization of  plant and machinery, introduction of a new product, adoption of new or improved methods 

of production and for conducting advertisement campaigns.  Finance required for such purposes is called 

medium term finance or medium term capital. 

Ownership Basis: 

1. Owner’s Funds: Owners fund consists of the amount contributed by owners and profits reinvested in the 
business. Owners fund is the real risk capital because he bears all risk of loss or low profit it the business fails.  
The ownership funds remain in business as long as the business exists.  It is not refundable. It is used to 
acquire fixed assets. 

2. Borrowed Funds: It refers to funds raised from individuals, banks and financial institutions and by way of 
issue of debentures, raising through public deposits and from financial institutions. Periodical payment of 
interest at fixed rates and repayment of loan capital on expiry date are to be done even if there is no profit. 

Sources of generation: 
1. Internal source: These are generated from within the business. 
2. External source: These are generated from outside the business. 
 



 
   
Sources of Finance: A business can raise funds from various sources. Depending on the situation, purpose, cost 

and risk, a choice may be made about the source to be used. The following are the various sources of finance with 

their advantages and disadvantages: 

1. Retained Earnings: It is that portion of net profit retained in the business for future use. It is a source of 

internal financing or self-financing or ploughing back of profits. 

Merits: 

 It is a permanent source of fund 

 It does not involve any cost 

 It has greater flexibility 

 It helps to increase the market price of equity shares 

 It helps to face the unexpected losses 

        Demerits:  

 It may create dissatisfaction among the existing shareholders 

 It is an uncertain source of finance 

 There is a chance of misuse/sub-optimal use of funds 

2. Trade Credit: It is the credit given by one trader to another for the purchase of goods and services. It helps 

to purchase of goods without immediate payment. It act as a source of short term finance.  

Merits:  

 It is a convenient source of finance 

 Easily available 

 It helps to increase the inventory level 

 It does not create any charge on the assets 

 It  is a tool of sales promotion by the seller 

        Demerits:  

 It may lead to over trading which may create a risk to the firm 

 There is a limit for this source 

 It is generally a costly source of fund as compared to other sources. 

3. Factoring:  Factoring is a financial service under which the ‘factor’ renders various services such as 

discounting of bills, collection of clients debts, providing credit information …… The factor charges fees for 

the services rendered. 

Methods of factoring: a. Recourse Factoring: Under this the client is undertake the risk of bad debts.  b. Non-

Recourse: Under this the factor assumers all credit risk, ie, full amount of invoice is paid to the client in the 

event of the debt becoming bad. 

          Merits: 

 Cheaper source 

 The clients are able to meet their liabilities promptly 

 It is flexible 

 It does not create any charge on assets 

 The clients can concentrate on other functional areas of business. 

          Demerits: 

 It is expensive when the invoices are numerous and smaller in amounts 

 Higher interest cost 

 The factor is a third person to the customer who may not feel comfortable with them. 

 

 



4. Lease Financing:  A lease is a contractual agreement (lease contract) whereby one party (the owner of the 

assets-lessor) grants the other party (lessee-who use the assets) the right to use the asset in return for a 

periodical payment (lease rental). At the end of the lease period the assets goes back to the lessor. It is an 

important means of modernization and diversification to the firm. 

Merits: 

 It enables to use the assets with a lower investment 
 It is easier to finance assets. 
 Lease rental is a tax deductable expense 
 It does not affect the ownership and control of the firm 
 It does not affect the debt raising capacity of an enterprise 
 The risk of obsolescence is borne by the lessor 

         Demerits: 

 There is certain restriction to use the assets 
 The normal business may be affected in case the lease is not renewed 
 It may result in higher payout obligation in case of premature termination of the agreement. 

5. Public Deposits: It is the deposit raise by the firms directly from the public. Its rates of interest are usually 

higher than that offered on bank deposits. It is regulated by RBI. 

  Merits: 

 Its procedure is simple 
 Its cost is generally lower than the cost of borrowings from outside 
 It does not create any charge on the assets 
 The control of the company is not diluted. 

        Demerits: 

 It is difficult for new companies 
 It is an unreliable source 
 Its collection is difficult. 

6. Commercial Paper (CP):  It is an unsecured promissory note issued by a firm to raise funds for a short 

period; varying from 90 days to 364 days .The amount raised by CP is generally large. A firm which has 

good credit rating can only issue the CP. Its issue is regulated by RBI. 

 Merits: 

 It is unsecured 
 As it is freely transferable, it has high liquidity. 
 It provides a continuous source of fund. 
 The investors get high rate of interest. 
 Low cost of issue. 

      Demerits: 

 Only high reputed and financially sound company can issue it. 
 Collection of fund may difficult. 
 Extending the maturity of a CP is not possible. 

7. Commercial Banks: Banks provides loans to the firms of all sizes and in many ways.  The borrower is 

required to provide some security or create a charge on the assets of the firm before a loan is sanctioned by 

a commercial bank. 

Merits: 

 It provide timely assistance  >  Secrecy of business can be maintained 
 It is an easier source of finance  > It is a flexible source. 

      Demerits: 

 Funds are generally available for short periods > Security is needed. 

 Procedure of obtaining funds is difficult 

8. Financial Institutions: The government has established a number of financial institutions all over the country 

to provide finance to business organizations, IFCI (Industrial Finance Corporation of India), SFC (State Financial 

Corporations), IDBI            ( Industrial Development Bank of India), SIDC (State Industrial Development 

Corporations), UTI ( Unit Trust on India), LIC etc.  These are also called development banks. 



9. Issue of Shares: The capital obtained by issue of shares is known as share capital, ie, the capital of a company is 

split into a large number of units, called shares. The Companies Act defines it as “a share in the share capital of a 

company and included stock” The person who holds a share is called a shareholder or member.  Shareholders 

are the owners of the company.   

Kinds of shares: A public company can issue two types of shares such as preference shares and equity shares. 

a. Preference shares: These shares which carry preferential rights such as i) get a fixed rate of dividend before 

any dividend is paid to ordinary shareholders and ii) a prior claim in payment of capital on winding up of 

the company.  They get only a fixed percentage of dividends even if the company makes good profits and they 

have vote only on matters affecting their interest like non-payment of dividends etc. Therefore.  it has some 

characteristics of both equity shares and debentures. 

The different types of preference shares are discussed below: 

i) Cumulative preference shares: These shares enjoy a fixed rate of dividend even if the company does not declare 

dividend.  Arrear dividend will accumulate till it is fully paid. 

ii) Non-cumulative preference shares; They are get dividend only out of profits of the current year. 

 iii) Participating preference shares; These shareholders receive the usual dividend at fixed rate and also share the 

surplus profit of the company. 

 iv) Non-participating preference shares: They have no right to share surplus profits. 

 v) Convertible preference shares: These shares are converted in to equity shares after a specified period. It may 

be partly convertible or fully convertible. 

 vi) Non-convertible preference shares: They are not converted in to equity shares. 
Merits: 
 

 Fixed rate of return and safety of investment. 
  They provide long-term capital 
 Management and control is not diluted 
  It may enable a company to declare higher rates of dividend for equity shareholders.  
 Security is not needed  

 Demerits: 

 Fixed dividend is paid  
  Shareholders have no control over management 
 Rate of dividend is more than the rate of interest of debentures 
 No tax saving   
 No voting right except under certain conditions  
 No assured return for the investors. 

b. Equity shares: Shares without any preferential right in payment of dividend or repayment of capital are 

known as equity shares or ordinary shares.  Dividend is paid only after paying dividend on preference shares. 

On winding up of a company, equity capital is paid only after settling all other claims.  But they are the real 

owners with complete voting right and participate and control the management. 

Merits:  

 No obligation to pay fixed dividend  
 No security is needed  
  It use as permanent capital  
  They are the real owners of the company  
  They have voting right. 
  It provides the company sufficient flexibility in the utilization of its profits and funds. 

Demerits: 

 The cost of equity shares is generally more 
 Higher dividend leads to speculation  
  Not attract investors who prefer safety and fixed income  
 Additional issue dilutes the control of the existing share holders.  
  More legal formalities 



10. Issue of Debentures/Bonds: When a company wants to raise more funds without increasing its share 

capital it can issue debentures.  It is a document or certificate issued by a company under its seal to 

acknowledge its debt.  Those who invest money in debentures are called debenture holders.  They are creditors 

of the company. So debenture is a creditor ship security. It is repaid after a fixed period.  The terms and 

conditions of issue of debentures are known as debenture deed. 

Public Issue of debentures requires that the issue be rated by a credit rating agency like CRISIL (Credit Rating 

and Information Services of India Ltd.) 

Types of debentures:  

i. Simple or naked or unsecured debentures; Issued without a charge on the assets of the company. 

ii. Secured or mortgage debentures; Issued with a charge on some or whole assets of the company. 

iii. Bearer debentures: Debentures issued without the name of the owner is bearer debentures. It can freely 

transferable by mere delivery. 

iv. Registered debentures; The name and address of registered debenture holders are entered in the register 

of debenture holders. These cannot be freely transferable. 

v. Convertible debentures: They are converted in to equity shares after a specified period. 

vi. Non-convertible debentures; They are not converted in to shares. 

vii. First and Second debentures: Debentures that are repaid before other debentures are repaid are known as 

first debentures. The second debentures are those which are paid after the first debentures have been 

paid back. 

viii. ZID (Zero Interest Debentures):  They are normally issued at a discount. This debenture does not carry 
interest. The difference between the face value of the debenture and its purchase price is the return to the 
investor. 

Merits:  
 Control of management is not affected 
  Interest paid is a tax deductible expense  
 It can be redeemed at any time  
 Debenture holders get fixed rate of interest  
 It provides greater security to investors. 
 It is suitable for the firms which have stable sales and earnings. 

Demerits:  
 Through the issue of debentures, companies borrowing capacity will be reduced. 
  Fixed rate of return is a burden on the company  
 Debenture holders’ do not enjoy any voting right.  
 It is repaid after a specific period even if the company faces financial difficulty…. 

Difference between Shares and Debentures 
No. Basis Shares Debentures 

1. Nature Ownership capital Borrowed capital 

2. Status Holder of shares is an owner Holder of a debenture is a creditor 

3. Voting rights Enjoy voting right Does not enjoy voting right 

4. Return Dividend Interest 

5. Control Control over the management No control over the management 

6. Redemption At the time of winding up Redeemed after a certain period 

7. Payment of interest/dividend Dividend may fluctuate Fixed rate of interest 

8. Priority for repayment No priority Priority for repayment against shares 

9. Guarantee of return No guarantee Guarantee for interest whether there is profit/loss 

10. Security Not issued on the basis of security Issued on the basis of security 

 

 



 

 

 

International Financing: Indian companies have an access to funds in global capital market. Various 

international sources from where funds may be generated include: 

1. Commercial Banks: CBs all over the world extend foreign currency loans for business purposes 

2. International Agencies and Development Banks: A number of international agencies and development 

banks have emerged over the years to finance international trade and business. Eg. IFC (International 

Finance Corporation), EXIM Bank and ADB (Asian Development Bank). 

3. International Capital Markets: The major instruments used in international capital markets are: 

a. GDRs (Global Depository Receipts): It is an instrument issued abroad by an Indian company to raise 

funds in some foreign currency and is listed and traded on a foreign stock exchange. It do not carry any 

voting right but only dividends and capital appreciation. 

b. ADRs (American Depository Receipts): ADRs are bought and sold in American markets like other 

stocks. It is similar to GDR except that it can be traded only on a stock exchange of USA. 

c. FCCBs (Foreign Currency Convertible Bonds): They are issued in a foreign currency and carry a fixed 

interest rate.  These are listed and traded in foreign stock exchanges. It is very similar to convertible 

debentures issued in India. 

4. FDI (Foreign Direct Investment):  It refers to the direct subscription to the equity capital or an Indian 

company by a multinational corporation. 
Factors affecting the choice of the Source of Funds: 

i. Cost (cost of procurement and cost of utilizing the fund) 

ii. Financial strength and stability of operation of the business. 

iii. Form of business and legal status. 

iv. Purpose of the fund and time period. 

v. Risk profile of each source. 

vi. Extent to which they are willing to share their control over the business. 

vii. Flexibility and ease of obtaining funds. 

viii. Tax benefits. 

 

 

 

 

 

 

 

 

 

 

 

 



CHAPTER-IX 

SMALL BUSINESS 
 The definition used by the Government of India to describe small industries is based on the investment in 

plant and machinery. On this basis, the small business units in India can come under any of the following 

categories: 

i. Small Scale Industry: It is a business in which the investment in fixed assets of plant and machinery does 

not exceed Rs.1 Crore, but if an business is engaged in export promotion and modernization, its investment 

is fixed at a maximum of Rs. 5Crore. 

ii. Ancillary small industrial unit:  If an industry supplies not less than 50% of its production to another 

industry, it comes under the category of ancillary small industrial unit. It has the advantage of assured 

demand from parent units. The parent unit assists the ancillary unit by giving technical guidance as well as 

financial help. 

iii. Export oriented units: If an SSI unit exports more than 50% of its production, it comes under the category 

of Export Oriented Units. 

iv. Small scale industries owned and managed by women entrepreneurs: It is an SSI unit in which not less 

than 51% of its capital is contributed by woman/women. 

v. Tiny industrial unit: It is a business unit whose investment in plant and machinery is not more than Rs.25 

lakhs. 

vi. Small scale service and business enterprises: It is a unit in which investment in fixed assets of plant and 

machinery excluding land and building does not exceed Rs.10 lakhs. 

vii. Micro business enterprises: Within the tiny and small business sector, micro enterprises are those whose 

investment in plant and machinery excluding land and building does not exceed Rs.10 lakhs. 

viii. Village industries: It has been defined as any industry located in a rural area which produces any goods, 

renders any service with or without the use of power.  Its  fixed capital investment per worker does not 

exceed Rs.50,000 or specified by central govt., from time to time. 

ix. Cottage industries: These industries are characterized by certain features like: 

a. Simple equipment is used 

b. Organized by individuals with private resources 

c. Family labour and locally available talent is used 

d. Small capital investment 

e. Produce simple products 

f. Production of goods using indigenous technology… 

They are not defined on the basis of capital investment. It is also known as Rural  Industries or 

Traditional Industries. 

Administrative set up for Small Scale Industry: The administrative set up for small scale industry consists of 

two ministries, i.e., the Ministry of Small Scale Industries and Ministry of Agricultural and Rural industry. The 

ministry of SSI is the nodal ministry for formulation of policy and coordination of central assistance, for the 

promotion and development of SSIs in India. Similarly, the Ministry of Agro and Rural Industries is the nodal 

agency for coordination and development of village and Khadi Industries, Tiny and Micro Enterprises in both 

urban and rural area.  

 State governments  also execute different promotional development projected schemes to provide a 

number of supporting incentives for development and promotion of SSIs in their respective states through State 

Directorate of Industries and DICs(District Industries Centers). 

 

 

 



Role of Small Business in India: SSIs play a very important role in the socio economic development of the 

country.  

 95% of the industrial units in India come under SSIs, contributing up to 40% of the gross industrial value 

and 45% of the total exports. 

 SSIs are second largest employers of human resources, after agriculture. It is considered to be more labour 

intensive and less capital intensive. 

 They produce variety of products for the economy. 

 They contribute to the balanced regional development of the country by using locally available material 

and indigenous technology. 

 It provides greater opportunity for entrepreneurship. 

 It enjoy the advantage of low cost of production 

 It is possible to take quick and timely decisions 

 It is suited for designing the product as per the taste and preferences of customers. 

 It helps to maintain good relationship with both customers and employees. 

 

Role of Small Business in Rural India: It provides multiple source of income, in wide range of non agricultural 

activities and provides employment opportunities in rural areas, especially for the traditional artisans and weaker 

sections of the society. 

 

Problems of Small Business: The following are the major problems faced by small business in India: 

1. Finance: One of the severe problems faced by SSIs is that of non-availability of adequate finance to carry 

out its operations. 

2.  Raw materials: Availability and procurement of raw material is another major problem faced by the SSIs. 

Their bargaining power is relatively low due to the small quantity of purchases. 

3.  Managerial skills: SSIs are generally promoted and operated by single person, who may not possess all the 

managerial skills required to run the business. They are also not in a position to afford professional 

managers. 

4.  Labour: Productivity per employee is relatively low and employee turnover is generally high due to low 

remuneration. It also faces lack of specialization. 

5.  Marketing:  In most of the cases, marketing is a weaker area of small organisations; therefore exploitation of 

middlemen is very more. 

6.  Quality: Many small businesses do not follow the desired standards of quality due to shortage of finance and 

resources. 

7. Capacity utilization: Many of the SSIs are operate below full capacity due to lack of marketing skills or 

demand. It will cause to increase its operating cost and leads to sickness and closure of the business. 

8.  Technology: Most of the SSIs use outdated technology, resulting in low productivity and uneconomical 

production. 

9.  Sickness: Due to many internal and external problems, most of the SSIs are in the edge of sickness. 

10. Global competitions: Most of the SSIs face competitions not only from medium and large industries, but 

also from Multinational Companies. 

 

 

 

 

 

 

 

 



 Government Assistance to Small Industries: 

  Government provides various institutional support and incentives for the promotion of Small Industries and 

Small Business units. Some of them are: 

A. Institutional Support: 

a. NABARD (National Bank for Agriculture and Rural Development): It was set up in 1982 to promote 

integrated rural development. Apart from agriculture, it supports small industries, cottage and village 

industries and rural artisans using credit and non-credit approaches. 

b. RSBDC (The Rural Small Business Development Centre): It was established for the benefit of socially 

and economically disadvantaged individuals and groups. It aims at providing management and 

technical support to existing and prospective micro and small entrepreneurs in rural areas. 

c. NSIC (National Small Industries Corporation): It was set up in 1995 with a view to promote, aid and 

foster the growth of small business units in the country. A new scheme of performance and credit rating 

of small businesses is also implemented through NSIC. 

d. SIDBI (Small Industries Development Bank of India):  It was set up as an apex bank to provide direct 

and indirect financial assistance under different schemes to meet credit needs of small business 

organisation. It also coordinates the functions of other institutions in similar activities. 

e. DICs (District Industries Centers): This programme was launched on May 1, 1978, with a view to 

providing an integrated administrative framework at the district level. It provide all the services and 

support facilities to the entrepreneurs for setting up small and village industries.  DICs are trying to 

bring change in the attitude of the rural entrepreneurs and all other connected with economic 

development in the rural areas. 

B. Incentives:  Government offered various package of incentives to attract industries in rural and backward areas. 

Some of the common incentives offered in the form of land, power, water, sales tax, octroi, raw materials, finance, 

setting industrial estates, offer tax holidays (exemption from paying taxes for 5 or 10 years) …… 

 

    The slogan of success for small business in this modern era has to be  

‘Think global, act local’. 

 
 IRDP –Integrated Rural Development Programme. 

 WTO – World Trade Organisation. 

 PMRY- Prime Minister Rojgar Yojana. 

 TRYSEM- Training of Rural Youth for Self Employment. 

 LPG- Liberalisation, Privatisation and Globalisation. 

 SIDO- Small Industries Development Organisation. 

 

 

 

 
 


